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February 23, 2015

TO: Governor Robert Bentley
Lieutenant Governor Kay lvey
Speaker Mike Hubbard

RE: FY14 Annual Report of PACT

Act No. 2010-725 requires that the PACT Program prepare an annual report,
including details regarding the actuarial soundness of the program, and
transmit said report to the Governor, Lieutenant Governor and the Speaker of
the House of Representatives.

The PACT Program is considered actuarially sound according to the actuarial
report of the plan prepared by Sherman Actuarial Services dated October 28,
2014. The fiscal year which ended September 30, 2014 was the first full year of
the settlement. Operations proceeded smoothly, the funded ratio increased,
and all contracts are of good value.

This memorandum and the attached reports, including the actuarial report by
Sherman Actuarial Services and PACT Board member demographics,
constitute the required annual report. The annual audit of the PACT Program
will be posted to the State Treasury website at www.treasury.alabama.gov
immediately ygdn completion. Please contact me with any questions you may
have at (334) 242-7523.

er a hair, PACT Board of Trustees

ep. Steve Clouse
Yep. Bill Poole

Senate Pres. Pro Tem Del Marsh
Sen. Arthur Orr

Sen. Trip Pittman

PACT Board members
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October 28, 2014

Board of Trustees

Alabama’s Prepaid Affordable College Tuition Trust Fund
State Treasurer's Office

Suite 660

100 North Union Street

Montgomery, Alabama 36130

To the Board:

The Wallace-Folsom College Savings Investment Plan Act provides that the Board of Trustees ("Board")
shall obtain appropriate actuarial assistance to establish, maintain, and certify a fund sufficient to defray
the obligation of the Alabama Prepaid Affordable College Tuition Trust Fund, and shall annually
evaluate, or cause to be evaluated, the actuarial soundness of the PACT Trust Fund. The following pages
summarize the actuarial valuation of the PACT Trust Fund performed by Sherman Actuarial Services as
of September 30, 2014.

A comparison of the assets and liabilities of the PACT Trust Fund shows that as of September 30, 2014
there is a surplus of approximately $78.5 million, which represents a funded ratio of 113.1%. This
includes the future Education Trust Fund payments scheduled to begin with 50% of the fiscal 2015
amount in November of 2014 and 50% in March of 2015.

The actuarial valuation was performed based upon generally accepted actuarial principles, and tests were
performed as considered necessary to ensure the accuracy of the results. We certify that the amounts
presented in the following pages have been appropriately determined according to the actuarial
assumptions stated herein.

In our opinion, the methods and assumptions are reasonable for projecting the expected financial results
of the PACT Trust Fund. /

The methods, assumptions and data used in the actuarial evaluation of the PACT Trust Fund are described
in the following pages. Daniel Sherman is an Associate of the Society of Actuaries. He is a Member of
the American Academy of Actuaries and meets the Qualification Standards of the Academy to render the
actuarial opinions contained herein. This report has been prepared in accordance with all applicable
Actuarial Standards of Practice, and we are available to answer questions concerning it.

Respectfully submitted,

Do e

Daniel W. Sherman

Associate of the Society of Actuaries
Member, American Academy of Actuaries
Enrolled Actuary Number 11-4086
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EXECUTIVE SUMMARY

Funded Status

As of September 30, 2014 the trust has a surplus of $78.5 million (the value of assets, including the value
of future payments by contract purchasers of approximately $12.0 million and present value of future
Education Trust Fund payments by the State of approximately $488.4 million, is more than the expected
liabilities of the trust). This represents an increase of $11.2 million from the surplus of $67.3 million as
of September 30, 2013. The funded ratio, assets divided by liabilities, increased from 110.1% in 2013 to
113.1% in 2014.

The increase in trust funded ratio was primarily due to the expected increase due to the passage of time, a
small actuarial asset gain and gains from withdrawals and matriculation.

Act 2010-725 provided for Education Trust Fund Payments to the PACT Trust Fund starting in 2015. The
total payment over 13 years is $547.6 million. These payments increased the present value of assets by
$491.2 million.

The actuarial assumptions were modified based on the anticipated experience of the program. This

includes a change in discount rates and expense assumptions. Details of the changes are shown in Section
2}

The two main factors that affect the funding status of PACT are the Investment Returns and the Tuition
Increases. The affects of these factors are detailed as follows:

Investment Return

Assets performed better than expected during the 2014 fiscal year, returning 2.22% (net of investment
management fees and fee income) versus the assumption of 1.3%. The result was an asset gain.

Gain/Loss Summary

During the last year, the plan experienced a $10.4 million actuarial gain. The sources of the gain/(loss) are
as follows:

Gain / (Loss) (millions)
Asset Gain (2.22% return) $1.8
Withdrawal and Matriculation 73
Expense 0.5
Assumption Change 0.8
Total Gain / (Loss) $10.4

Tuition and Qualified Fees Increases
For the 2014 actuarial valuation, the expected tuition and qualified fees to be paid were based on the Fall

2010 tuition and fees, and the provisions of the Settlement. Due to the Supreme Court’s decision to
uphold the Settlement, the net result is a large increase in the funded status of the program.
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PACT Board Member Demographic Information
(As of December 2014)

Race:

Gender:

Urban or rural resident:

Employed:

Highest education level completed:

2014 combined household income:

14 Caucasian 1 Native American

13 males 2 females
13 urban 2 rural
-yes 13 - no 2 (retired)

High School/Continuing Education:
Bachelor's Degree:

Master's Degree:

Juris Doctorate:

Ph.D.:

Other:

0-$999:
$1,000-$9,999:
$10,000-$49,999:
$50,000-$149,999:
$150,000-$249,999:
$250,000 or more:

AP OWOOO




